I N THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

: ClVIL ACTI ON
AZUNA, LLC, et al., : NO 08-776

Plaintiffs,
V.
NETPI A . COM INC., et al.,:

Def endant s.

MEMORANDUM

EDUARDO C. ROBRENO, J. OCTOBER 30, 2008

Def endants Netpia.com Inc. (“Netpia”) and Netpia
I nternational Corporation (“Netpia International”) file this
motion to dismss under Fed. R Cv. P. 12(b)(3) and 12(b)(6).
(Doc. no. 4.) For the reasons that follow, the notion to dismss

(doc. no. 4) will be granted.

| . BACKGROUND
A. Facts'
Plaintiffs Azuna, LLC (“Azuna”) and DAK International,
LLC (“DAK”) are limted liability conpani es organi zed under
Pennsyl vani a | aw and | ocated in Jenki ntown, Pennsylvani a

(collectively referred to as “Plaintiffs”). Netpia is a Korean

1 The facts presented are drawn fromPlaintiffs’

conpl aint and when disputed are viewed in the |ight nost
favorable to Plaintiffs.
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corporation with its principal place of business in Seoul, Korea
and Netpia International is the international arm of Netpia
(collectively referred to as “Defendants”). Netpia International
maintains a United States office in San Jose, California.

In md to |ate February in 2005, Plaintiffs approached
Def endants in Korea to express an interest in |earning nore about
their Native Language Internet Address (“NLIA") technol ogy, and
possi bly brokering a deal to market NLIA to the United States,
Canada, and Mexico. NLIA was represented as a donai n nanme
system whereby a user can type a url into an internet address
bar in one of any 95 | anguages and still be routed to the
i ntended website. For exanple, a user in China would have the
ability to type “ww. sansung.com” in Chinese, and still be
routed to the Sansung website. Currently, only the English
| anguage characters are recogni zed by internet browsers.

In March, June, and August of 2005, Plaintiffs hired
three internet consultants to research Defendants’ technol ogy and
determne its legitimcy: Brian Casey of DCA, Bob Saltznman of VM
Ware, and Clair Roberts. Al three internet specialists
i ndi cated that the technol ogy was | egitinmate and worked as
Def endants clainmed. Plaintiffs also consulted a Korean conpany,
K Wrd, to obtain background information about NLIA In
addition, Plaintiff w tnessed denonstrations of NLIA over a

period of several nonths. According to Plaintiffs, Defendants’



t echnol ogy appeared | egitimate.

Bet ween May and Oct ober 2005, Plaintiffs asked
Def endants questions pertaining to potential problens such as
general |egal issues, patent infringenent, patent applications,
and prior art. Defendants reassured Plaintiffs that none of
t hese i ssues would present a problemin the future.

On March 18, 2005, Sacks, Weston, Snolinksy, Albert &
Luber (“SW5"),2 and Netpia entered into a confidentiality
agreenent to facilitate negotiations between Plaintiffs and
Def endants. On April 5, 2008, SW5 and Netpia entered into a
Menor andum of Under standing nmenorializing their intent to enter
into a nore definitive agreenent for the inplenentation and
pronotion of NLIAin the United States, Canada, and Mexico. On
May 24, 2005, Azuna was forned for the purpose of entering into a
nore definitive agreenment with Netpia.

On May 25, 2005, Netpia and Azuna entered into an
| mpl enment ati on Agreenent (the “Agreenent”). The original
termnation date of the Agreenent was August 25, 2005, but the
parties extended the duration of the Agreenment by thirty days on
August 24, 2005. The Agreenent was an affirmative action by the
parties to nove forward with their negotiated plans relating to

NLIA “wi thout further delay.” Pls.” Conpl. Ex. C, Preanble.

2 Al t hough the facts are unclear, it appears that Andrew

B. Sacks (“Sacks”) of SW5, and now CEO of Azuna, incorporated
Azuna and may have served as the pronoter
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The Agreenent contenpl ated the execution of a Local
Operator and License Agreenent (“LOLA’), which would govern the
terms of the NLIA license and the relationship between Netpia and
Azuna. 1d. 1 3. A LOLA would have given Azuna exclusive rights
to NLIA for twenty years in the United States, Canada, and
Mexi co. I n exchange, Azuna woul d have paid Netpia a |license fee
and royalties on revenues generated by NLIA. In addition, the
Agreenment authorized the parties to “market the services and
products to be offered by [Azuna], as well as engage in other
reasonabl e activities to pronote the planned busi ness of
[ Azuna].” [d. 1 4.

The Agreenent contained three provisions that are
relevant in the instant case. First, any disputes initiated by
Azuna that relate to or arise out of the Agreenent are subject to
arbitration before the Korea Coomercial Arbitration Board. PIs.
Compl. Ex. C, T 8. Second, the Agreenent is to be governed by
and interpreted under Pennsylvania law. [d. Third, the
Agreenent has an integration clause that states: “This Agreenent
constitutes the full agreenment of the parties . . . and shal
supersede all previous representations, understanding[s] or
agreenents, oral or witten, anong the [p]arties . . . .7 1d. 1
9.

Wil e the Agreenent was in effect, Plaintiffs began

preparing for the introduction of NLIA by creating business and



mar keti ng plans, and assenbling enpl oyee and political contacts.
Plaintiffs spent $135,486.80 in this effort. On Septenber 7,
2005, the CEO of Netpia, B.H Lee (“Lee”), and four other Netpia
enpl oyees net with Sacks. Lee expressed an undeni abl e interest
in noving forward and continuing Netpia s business relationship
with Plaintiffs. According to Plaintiffs, Lee said, “W are
going to do the deal. W want to do the whole world with you
guys.”

The Agreenent expired on Septenber 24, 2005 because the
parties failed to enter into a LOLA. Plaintiffs allege that this
failure was the direct result of Defendants refusal to be held
fully responsible and liable for any and all |awsuits, and/or
chall enges to their patent, and/or challenges to NLIA technol ogy.
On Septenber 30, 2005, Lee inforned Sacks that Defendants no
| onger wi shed to pursue the endeavor.

On Novenber 2, 2005, Plaintiffs again net wwth K Wrd
in Korea. They then learned that NLIA was not a true domain nane
systemand that it did not work as Defendants cl ai ned.

Plaintiffs were under the inpression that NLI A worked equally
well with any internet browser (i.e., Mcrosoft Internet

Expl orer, AOL, Netscape, Firefox, anong others), as would be the
case if NLIA was a true domain name system However, NLIA only
wor ks on Mcrosoft |Internet Explorer because the technol ogy

relies on error nessages generated from M crosoft’s error center.



Those error nessages are then re-routed, thereby directing
internet users to the intended website. NLIA would only work so
Il ong as Mcrosoft continues to issue a particular type of error

message.

B. Procedural History

On Novenber 1, 2007, Plaintiffs filed their conplaint
agai nst Defendants in the Court of Comon Pl eas of Phil adel phia
County, Pennsylvania, alleging one count of fraud in the
i nducenent. Plaintiffs assert that Defendants materially
m srepresented the function of NLIA or failed to disclose
material facts related to NLIA by leading Plaintiffs to believe
that NLI A worked on all internet browsers when, in reality, it
does not. Plaintiffs claimthat they relied on these
m srepresentati ons or om ssions when deci di ng whether or not to
enter into the Agreenent.

On February 19, 2008, Defendants renoved the case under
28 U S.C. 8§ 1441 et seq. stating that the Court has original

jurisdiction over the instant case under 28 U S.C. § 1332(a).?

3 Title 28 of United States Code Section 1332 grants
district courts original jurisdiction over civil suits where the
matter in controversy exceeds $75,000.00 and the parties are
“citizens of a State and citizens or subjects of a foreign
state.” 1d. at § 1332(a)(2). Here, Plaintiffs are limted
liability conpanies incorporated and existing under the | aws of
Pennsyl vania, Netpia is a corporation incorporated and existing
under the laws of Korea, and Netpia International is a
corporation incorporated and existing under the | aws of
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(Doc. no. 1.) On March 3, 2008, Defendants filed the instant
nmotion to dism ss asserting inproper venue under 12(b)(3) and
failure to state a clai mupon which relief can be granted under
12(b)(6). Following Plaintiffs’ answer, Defendants filed a
series of notions for leave to file reply briefs in support of

their nmotion to dismss. (Doc. nos. 11, 14, 16.)°

1. DI SCUSSI ON

A Mbtion to Disniss under 12(b)(6) rather than 12(b)(3)°

Def endants filed the instant notion to di sm ss under
12(b)(3) on the grounds that the proper venue for Plaintiffs’
claimis the Korea Cormercial Arbitration Board. A challenge for
| ack of venue based upon a forum sel ection clause that designates
a non-federal forum may be appropriately brought as a notion to

dismss for failure to state a clai munder 12(b)(6). See

California. The anpbunt in controversy is at |east $135, 486. 80.
Under these circunstances, the Court finds that diversity
jurisdiction under 8§ 1332 is proper.

4 The Court grants Defendants’ notion to file a reply
brief (doc. no. 11), and has taken the brief attached thereto
under consideration in issuing the instant opinion. The Court
deni es Defendants’ notions to file reply briefs (doc. nos. 14,
16), and has not taken the briefs or docunments attached thereto
under consideration in issuing the instant opinion.

5 The Court has not converted these npbtions to dism ss

into notions for sumary judgnent, nor has it considered any
docunents outside of the pleadings. Indeed, the only docunents
considered by the Court were those attached to Plaintiffs’
conpl ai nt.

-7-



Sal ovaara v. Jackson Nat. Life Ins. Co., 246 F.3d 298 (3d Cr

2001).° Therefore, the Court will analyze Defendants’ notion
under 12(b)(6) rather than 12(b)(3). Plaintiffs bear the burden
of denonstrating why they should not be bound to the agreed upon

choice of forum Junara v. State Farmlns. Co., 55 F.3d 873, 880

(3d Cr. 1995) (citing Brenen v. Zapata O f-Shore Co., 407 U. S

1, 12-13 (1972) (assum ng the absence of “fraud, influence, or

overweeni ng bargai ni ng power”)).

B. The Arbitration Agreenent

1. Appl i cabl e | aw

6 The Third Crcuit has not addressed the issue directly

and the answer is not free fromdoubt. In Salovaara v. Jackson
Nat. Life Ins. Co., the Third Crcuit reviewed the district
court’s treatnment of a notion to dism ss under 12(b)(6) based on
a forumselection clause in an indemification agreenent rather

t han under 12(b)(3). 246 F.3d 289, 297 (3d G r. 2001). The
Third Grcuit noted that there is a disagreenent over whether

di sm ssal under such circunstances warrants revi ew under

12(b) (1), 12(b)(3), or 12(b)(6). 1d. at 298 n.6 (citing Lanbert
v. Kysar, 983 F.2d 1110, 1112 n.1 (1st Cr. 1993) (dism ssing
under 12(b)(6), not 12(b)(3)); Lipcon v. Underwiters at Lloyd’s,
London, 148 F.3d 1285, 1289 (11th G r. 1998) (conplying cases to
denonstrate the di sagreenent in the context of forum selection

cl auses that designate non-federal foruns)). The Third Circuit
recogni zed that transfer under 28 U S.C. § 1404(a) rather than

di sm ssal woul d be appropriate when a forum sel ection cl ause

desi gnat es anot her federal venue. 1d. at 299. Nevertheless, the
court noted, “when a defendant noves under Rule 12, a district
court retains the judicial power to dismss notwithstanding its
consideration of 8 1404.” 1d.; see also Instrunentation Assocs.,
Inc. v. Madsen Electronics (Canada) Ltd., 859 F.2d 4,7 n.4 (3d
Cir. 1988) (finding 8 1404(a) does not apply when a forum

sel ection clause calls for a non-federal forum. For purposes of
deciding this notion, whether the case is anal yzed under 12(b) (6)
or 12(b)(3) is not outcone determ native.
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Cenerally, the FAA governs the construction and
enforcenment of an arbitration agreenent if the agreenent is
connected to a transaction involving interstate comerce. State

Farm Mut. Auto. Ins. Co. v. Coviello, 233 F.3d 710, 713 n.1 (3d

Cr. 2000) (citing PaineWbber Inc. v. Hartmann, 921 F.2d 507,

510 (3d Gr. 1990)). Parties may avoid the application of the
FAA by specifying in the agreenent that it is governed by a

particular state’s |aw. Roadway Package Sys., Inc. v. Kayser,

257 F.3d 287, 288 (3d Cr. 2001); but cf. Hall St. Assocs.,

L.L.C. v. Mattel, Inc., 128 S.Ct. 1396, 1403 (2008) (hol ding

Sections 10 and 11 of the FAA are the exclusive grounds for
expedi ted vacatur and nodification).

Here, the Court will apply Pennsyl vania | aw because the
contract adopts Pennsylvania | aw and the parties do not dispute
t hat Pennsyl vania | aw applies. Under Pennsylvania |aw, when a
court is asked to enforce an arbitration clause, “judicial
inquiry is limted to the questions of whether an agreenent to
arbitrate was entered into and whether the dispute involved falls

within the scope of the arbitration provision.” Fastuca v. L.W

Mol nar & Assocs., 950 A 2d 980, 989 (Pa. Super. C. 2008)

(quoting Flightways Corp. v. Keystone Helicopter Corp., 331 A 2d

184, 185 (Pa. 1975)). The first question in this case then is
whet her the claimthat Plaintiffs were fraudul ently induced by

Def endants to enter into the Agreenent falls wthin the scope of



the arbitration cl ause.

This inquiry is conplicated by the fact that the
Agreenent expired before Plaintiff brought the instant action.
As a result, the second question is whether the arbitration

cl ause survived the expiration of the Agreenent. See Litton Bus.

Sys., Inc. v. Nat’'l Labor Relations Bd., 501 U S. 190, 207-08

(1991) (establishing test to determ ne whether an agreenent to
arbitrate survives after expiration of the contract).’ The Court

w Il address the two questions ad seriatim

! Although the Litton factors have not been applied by a

Pennsylvania state court and Litton concerned an arbitration
clause in a collective bargaining agreement, the federal rule
relating to the survival of arbitration clauses after the
expiration of the underlying agreement is equally applicable
under Pennsylvania law. Lytle v. CitiFinanical Servs., Inc., 810
A.2d 643, 656 (Pa. Super. Ct. 2002) (reasoning that “Pennsylvania
law on the enforceability of agreements to arbitration is in
accord with federal law” and “rendering the FAA controlling upon
the issue”), abrogated on other grounds by Salley v. Option One
Mortgage Corp., 925 A.2d 115, 129 (Pa. 2007); see also Joseph v.
Advest, Inc., 906 A.2d 1205, 1209 (Pa. Super. Ct. 2006)
(recognizing the applicability of FAA “both in the federal and
state arena for purposes of determining the enforceability of an
arbitration agreement that might otherwise be invalid under state
law.”).

Mor eover, Litton has been applied by other state courts
under simlar circunstances. See, e.d., Rockwood Automatic
Mach., Inc. v. Lear Corp., 831 N Y.S. 2d 349 (N. Y. Sup. C. 2006);
Ajida Tech., Inc. v. Roos Instrunents, Inc., 104 Cal. Rptr. 2d
686 (Cal. C. App. 2001). Relatedly, the Litton factors have
al so been applied in this Court under simlar circunstances.

See, e.qg., Hnnant v. Am lIngenuity, LLC 554 F. Supp 2d 576
(E.D. Pa. 2008); Berkery v. Cross Country Bank, 256 F. Supp 2d
359 (E.D. Pa. 2003); Basketball Mtg. Co. v. Urbanworks Entnit,
No. 04-3179, 2004 W 2590506 (E.D. Pa. Nov. 10, 2004); Selas
Fluid Processing Corp. v. Utra-Cast, Inc., No. 04-3179, 2004 W
1622034 (E.D. Pa. July 20, 2004).
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2. Whether the claim of fraudulent inducement falls
under the scope of the arbitration clause

Def endants argue that the instant case should be
di sm ssed because any disputes initiated by Azuna that relate to
or arise out of the Agreenent are subject to arbitration before

the Korea Comrmercial Arbitration Board. See generally Koken v.

Reliance Ins. Co., 846 A 2d 778, 781 (Pa. Commw. C. 2004)

(finding it is “well-settled | aw that contracts providing for
arbitration are valid, enforceable, and irrevocabl e, save upon
grounds as exist inlawor in equity for the revocation of any

ot her type of contract”) (citing Borough of Anbridge Water Auth.

v. J.Z. Colunbia, 328 A 2d 498 (1974)). Plaintiffs counter,

however, that the agreenent to arbitrate is invalid because the
contract itself is void due to fraud in the inducenent.
Plaintiffs’ argunment |acks legal nerit.

The law in Pennsylvania is consistent with the United

States Suprene Court’s analysis in Prinma Paint Corp. v. Flood &

Conklin Mg. Co., 388 U S. 395, 406 (1967). “‘[A] general attack

on a contract for fraud is to be deci ded under the applicable
arbitration provision as a severable part of the contract and
that only where the claimof fraud in the inducenent goes
specifically to the arbitration provision itself should it be
adj udi cated by the court rather than the arbitrator.’”

Fl i ght ways, 331 A 2d at 186 (quoting Merritt-Chapman & Scott

Corp. v. Pa. Turnpike Commin, 387 F.2d 768, 771 (3d Cir. 1967));
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see also Ross Dev. Co. v. Advanced Bldg. Dev., Inc., 803 A 2d

194, 196-97 (Pa. Super. C. 2002) (citing Elightways, 331 A 2d at

185). The arbitration provision “cannot be circunvented by an
all egation that the contract was void ab initio because of fraud

in the i nducenent or nutual m stake.” Flightways, 331 A 2d at

185; see also Ross Dev., 803 A 2d at 196-97 (citing Flightways,

331 A 2d at 185).

Here, Plaintiffs do not allege that they were
fraudulently induced to enter into the arbitration provision
specifically, but sinply induced to enter the contract generally.
Therefore, the Court finds the claimthat Netpia fraudulently
i nduced Azuna to enter into the Agreenment falls within the scope
of the arbitration agreenent. This claimis to be presented to
the Korea Commercial Arbitration Board for determ nation and not

to this Court.

3. VWhet her the agreenent to arbitration survived the
expiration of the Agreenent

The Agreenent in this case expired on Septenber 24,
2005. On Septenber 30, 2005, Azuna was inforned that Netpia no
| onger wi shed to pursue the endeavor. Plaintiffs then instituted
the instant action agai nst Defendants on Novenber 1, 2007.

Where a contract containing an agreenent to arbitrate
has expired, the Court nust determ ne whether the agreenent to

arbitrate survived the expiration of the contract:
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[Clontractual obligations will cease, in the ordinary
course, upon termnation of the [contract]. Exceptions
are determ ned by contract interpretation. :

[ SJtructural provisions relating to renedi es and

di spute resolution--for exanple, an arbitration

provi sion--may in sone cases survive in order to
enforce duties arising under the contract.

Litton, 501 U. S. at 207-08 (enphasis added). In Litton, the
Court el aborated that a post-expiration claimmy “arise under
the contract” only if:

it involves facts and occurrences that arose before

expiration, where an action taken after expiration

infringes a right that accrued or vested under the

agreenent, or where, under normal principles of

contract interpretation, the disputed contractual right

survives expiration of the remai nder of the agreenent.
Id. at 206.

Because Plaintiffs brought their claimafter the expiry
of the Agreenent, the arbitration clause survives only where: (1)
Plaintiffs’ clainms involve facts and occurrences that arose
before expiration; or (2) Defendants’ action taken after
expiration infringes a right that accrued or vested under the
Agreenent. Litton, 501 U S. at 206.
Here, the purpose of the Agreement was to conmence

mar keti ng and pronotion of NLIA in the United States, Canada, and
Mexi co. The express intent was for the parties to enter into a
LOLA. The Plaintiff’s stance, however, is that the Agreenent was
fraudulently induced. First, it is only logical that in order to

have fraudulently induced Plaintiffs to enter into the Agreenent,

Def endants’ conduct mnust have occurred before its execution, |et
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al one before its expiration. Second, Netpia s alleged failure to
enter into a LOLA constituted a breach of an express obligation
under the Agreenment that occurred before its expiration. Under
Litton, the Court finds that the arbitration clause survives the

expiration of the Agreenent.

I11. CONCLUSI ON

For the reasons set forth above, the notion to di sm ss

(doc. no. 4) is granted. An appropriate order foll ows.
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I N THE UNI TED STATES DI STRI CT COURT
FOR THE EASTERN DI STRI CT OF PENNSYLVAN A

: CIVIL ACTI ON
AZUNA, LLC, et al., : NO. 08-776
Plaintiffs, '
V.
NETPIA.COM INC., et al.,:
Def endant s. :
ORDER

ORDERED,

AND NOW this 30th day of October 2008, it is hereby

for the reasons stated in the acconpanyi ng nmenorandum

as foll ows:

1

2.

Def endants’ notion to dismss (doc. no. 4) is GRANTED
Def endants’ notion for leave to file a reply brief
(doc. no. 11) is GRANTED

Def endants’ notions for leave to file reply briefs

(doc. nos. 14, 16) are DEN ED

AND I'T I S SO ORDERED

S/ Eduardo C. Robreno
EDUARDO C. ROBRENO, J.
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